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Cost Accounting Applied to Municipal Work
By F. R. Chailquist
In 1921 the Minnesota legislature, under the provisions of 
chapter 274, provided that when any municipality or political 
subdivision “shall determine that any public work or construction 
is necessary to be done either by contract or by day labor, or 
otherwise, an estimate of cost thereof shall be made.” This law 
also provides that accurate accounts shall be kept for each proj­
ect and “ that such account shall show in accurate tabulated form 
under appropriate headings the total of all classes, kinds and 
descriptions of work performed and of all material entering into 
such public work or construction . . . including the cost of all 
materials, supplies and services furnished or paid for by said 
municipality and the cost of all labor when said work or construc­
tion is done by day labor; and when said work or construction is 
done by contract, the price paid to the contractor for each class, 
kind or description of work performed and materials furnished; 
and in all cases the cost of all overhead, the cost of engineering, 
and of all other expense involved in the total cost of such public 
work or construction, which total shall be tabulated and distinctly 
shown.”
It is apparent from the foregoing excerpts from the law that its 
requirements can be met only by the establishment of a rather 
detailed cost-accounting system. The law, however, failed to 
provide any penalty for non-compliance with its provisions; 
consequently it was not surprising to find the various municipali­
ties slow or altogether neglectful in taking steps toward adoption 
of an adequate accounting scheme.
Beginning with the year 1925, the board of county commis­
sioners of Hennepin County by resolution committed themselves 
to the adoption of a cost-accounting procedure for work on roads 
and bridges which would meet the legal provisions. The system 
installed at that time has been in continuous operation since, and 
is believed to be one of the first cost-accounting systems in the 
United States for work on county roads and bridges, if not the 
first. Cost accounting for municipal work at that time was 
something unheard of and so radical a change from the customary 
procedure that it was only natural it should meet with a certain 
amount of opposition, or at least passive resistance to its require- 
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ments. The necessity of reporting, accounting and being held 
responsible for materials, equipment and time, and of having 
these items, together with overhead, segregated and compiled 
into unit costs which reflected the efficiency or inefficiency of the 
individual and the organization as a whole represented a pro­
cedure heretofore never dreamed of and not to be countenanced 
in municipal affairs. This opposition has now to a great extent 
disappeared, and it is possible to get the information which must 
be forthcoming in all cost work.
The advocates and supporters of the plan realize that they have 
not traveled far in cost work when the yardstick of the better 
managed private enterprise is applied to their efforts, but it is 
believed that the past four years’ experience has proved without a 
shadow of doubt that cost accounting, properly applied, can be 
and is one of the best means of reducing the tax burden, stimulat­
ing municipal management and promoting to a considerable 
degree the same efficiency, economy and foresight existing in and so 
essential to private industry with its ever narrowing profit margin. 
Cost accounting can be the most effective tool in the executive’s 
kit, if it serves management facts hot as news—not cold as history. 
It must prophesy—not merely record past performance. Un­
fortunately municipal accounting in the past has invited indiffer­
ence rather than attention on the part of those who most need the 
benefit of a properly conceived and operated fact-finding or­
ganization.
In presenting this outline of a part of the procedure, it is frankly 
admitted that the motives are selfish. The writer and his as­
sociates are looking for suggestions, comments and constructive 
criticism from any source whatsoever, and from those who have 
had experience in like work an exchange of ideas. If, in addition, 
this article may perchance be of some assistance to someone now 
wrestling with the same problems that confronted Hennepin 
County in 1925, it will be a double reward for any effort put 
forth in telling this story.
For the purpose of illustration, a graveling job has been selected. 
The law, as noted, provides that before any job is started an 
estimate shall be made. Estimates are prepared in duplicate by 
the highway-engineering department and submitted to the county 
board. The board either approves or rejects such estimate. 
When an estimate is favorably acted upon, a copy of the approved 
estimate is forwarded to the accounting department.
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As the essential facts of the estimate are shown in the cost re­
port on the following pages, it is not necessary to submit a copy 
of such estimate for the purpose of this discussion. It may be of 
interest, however, to mention at this point that as soon as the work 
was approved the foreman was supplied with a copy of the esti­
mate and mimeographed time cards bearing the same operation 
classifications as those shown in the engineer’s estimate of cost. 
It is apparent, therefore, that the engineer establishes the necessary 
operation classification at the inception of the job. This classifi­
cation is rigidly adhered to except in so far as it is necessary to 
make changes upon authorized approval. To have the story of 
the job comparable from its beginning to its end, it has been found 
very essential to insist upon a detailed operation estimate and 
strict compliance with such operation classification in reporting 
both labor and material. As the cost work is all done on Holle­
rith tabulating machines, the Hollerith tabulating card is used 
as a time card, payrolls being compiled mechanically from the 
time card made out by the employee.
After completion, the cost report on pages 357 and 358 was 
compiled for the job under consideration.
The detailed cost sheet covers every commodity or ingredient 
entering into the production, while the summary of cost, in addi­
tion to giving an abbreviated history of the job, analyzes and 
compares quantities, total costs and unit costs.
The engineering department’s estimate of cost when made 
was set up as an encumbrance against the annual budget and 
was also used as a measuring stick of the progress of the work 
during the time it was being done.
The engineering department’s final report was made after the 
job was completed and is the same as the estimate except only for 
the fact that actual instead of estimated quantities are used.
The cost based on the previous year’s averages, together with 
the engineering department’s estimate and final report, is a 
comparative measuring medium used to determine whether or not 
actual costs are just and warranted. To some extent, where it 
has been possible, unit costs of like jobs performed by units other 
than in the immediately surrounding territory have been com­
piled and averaged. This composite figure has then been used 
as an additional yardstick for measuring and justifying actual 
costs. This is the closest approach to the use of standard costs 
that has yet been made.
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Generally speaking, the length of haul will have a definite 
influence on hauling costs. For this reason, the length of haul 
is set forth on all gravel-job cost sheets.
After the cost reports are made, the individual operations are 
recapped and averaged, so that by the end of the season a com­
parative report of unit or operation costs is available. The 
summary of such average unit costs, as incorporated in the 
annual report, is illustrated by the summary of gravel-hauling costs 
for the year 1928 on page 360. This summary gives a three-year 
comparison for each of the three media used for performance of 
the gravel-hauling operation; namely, by county trucks, by hired 
trucks, or under contract. As will be noted, this gives a rather 
clear-cut picture of the relative merits of the three methods in use.
The benefits derived from the installation of a cost-accounting 
scheme have been to a great extent the same as those derived by 
private enterprise. Establishment of proper cost-accounting 
procedure, whether it be municipal or private, means first of all 
better control over labor, material, equipment and overhead 
items. When the sins of omission and commission are recorded, 
brought to light and charged against someone, it is only natural 
that the improvement should be rather pronounced. To illus­
trate this point and the general saving that cost accounting can 
effect in municipal affairs, two examples may be cited. In 1928, 
with more and older equipment, the cost of repairs and main­
tenance amounted to $60,381, as against $93,037 in 1925, the year 
in which cost accounting was installed. The unit cost for hauling 
gravel with county trucks in 1925 was 23.57 cents. In 1928 with 
practically the same personnel and exactly the same wage scale 
in effect it was 16.3 cents, which means that the 1928 programme 
for this particular operation would have cost $5,940 more in 1925. 
These are only two of many savings that could be mentioned. 
Many of the benefits can not be measured in dollars and cents, as, 
for instance, the increased sense of responsibility starting with the 
executives and reaching to the laborer in the field; the possibility 
of planning future work more intelligently and effectively; the 
revelation of faulty and wasteful methods, past and present, 
etc., etc. Against these savings must be set the expense of 
accounting, amounting in 1928 to $10,587. Of this amount not 
to exceed $8,000 is chargeable to cost accounting, as at least 
$2,500 to $3,000 would be required whether any cost account­
ing was done or not.
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Several years’ experience with municipal affairs leads to the 
opinion that, excepting only the possibility of devising some 
scheme which would always insure the selection of the most 
capable man for every public office, good accounting can do more 
toward stimulating and maintaining economy and efficiency in 
public affairs than any other one thing. Municipal budgeting 
has been acclaimed as the most important advance in municipal 
government. There is no question that proper budget procedure 
does insure proper planning and consideration of expenditures, 
but it falls down in that it does not provide an effective follow-up 
capable of measuring and appraising in a manner understandable 
both by officers and citizens the quantity, quality and unit cost 
of the services and production received for the outlays provided 
in the budget. In other words, no effective yardstick is provided 
for assuring the public that their servants have been efficient as 
well as honest—and administration can be effective only when it is 
both efficient and honest.
Studying and providing the accounting procedure necessary to 
produce this highly desirable information seems to be of sufficient 
importance, both from a civic and selfish viewpoint, to warrant 
the consideration of the best accounting minds in the country.
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